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SWS Guide 6 - How Deals Get Put Together



The price is one number. The structure is everything around it: what's being sold, where the money comes from, when you get it, and what you're agreeing to after. Two deals at the same price can put very different amounts in your pocket.

01   Asset sale or stock sale

An asset sale means the buyer buys the pieces: the trucks, the equipment, the customer list, the name, the goodwill. Your company (i.e. the LLC) stays yours, empty, and you close it down after. A stock sale means the buyer buys the company shell (i.e. the LLC) itself, with everything in it, including anything you've forgotten about.

Most small deals are asset sales. Buyers prefer them because they don't inherit old problems. Banks prefer them for the same reason.

The difference for you is mostly taxes. In an asset sale, part of the price gets taxed like income and part like a capital gain, depending on what it's for. Trucks and equipment you've already written off get taxed at the higher rate. Goodwill gets taxed at the lower one. In a stock sale, most of it is a capital gain.

Since most deals end up as asset sales, this isn't something to fight over. It's something to understand. Ask your accountant what the tax bill looks like on an asset sale of your business, so the number you have in your head is the number you'd keep.

02   Cash at closing

It's rare to get the whole price in cash on closing day. Most deals are a mix: a bank loan, the buyer's own money, and some part of the price you carry. Here's how each piece works.

03   The bank loan

For businesses your size, that usually means an SBA loan. The government backs part of it, so the bank can lend more than it otherwise would. The buyer puts in some of his own money, signs personally, and pays the loan off over ten or more years.

The bank looks at your tax returns and asks whether the profit covers the payments with room to spare. That answer sets how much they'll lend, and that sets how much of the price can come from the bank.

04   The seller note

Part of the price you carry. The buyer pays it back to you overtime, with interest, usually over five to seven years. Somewhere around ten to twenty percent of the price is typical.

Nearly every deal has one. It fills the gap between what the bank will lend and what the business is worth. It also tells the buyer and the bank you believe in the numbers, because you're betting on them too.

You'll have a signed note and a claim on the business if the buyer doesn't pay. On SBA deals the bank sits ahead of you, and sometimes the note can't be paid for the first year or two. Normal terms, but read them.

The note does one more thing. Every sale includes promises from you about the business — that the numbers are right, that there are no lawsuits coming, that the work was done properly. If one of those turns out wrong after closing — a job from last year fails and the customer comes to the new owner — the buyer needs a way to make it right. The note is that. Instead of chasing you for the money, the buyer can hold it back from what he owes you. That's part of why buyers want a note in nearly every deal, and why a seller who's confident in the business shouldn't mind.

	WHAT IT LOOKS LIKE

In the Harbor Plumbing example, the buyer brings $400,000 alongside a $1.2 million bank loan. Often part of that $400,000 is a seller note instead of the buyer's cash — say $240,000 from the buyer and $160,000 carried by the seller. Same price, different pieces.



05   The earn-out

Sometimes you see more growth coming than the buyer is willing to pay for today. An earn-out is one way to bridge that. The buyer pays a base price now, and pays you more later if the business hits an agreed target — usually sales or profit over one to three years.

If the growth shows up, you get paid for it. If it doesn't, the buyer wasn't paying for something that didn't happen. It's a fair way to close a gap when both sides believe different things about next year.

An earn-out gives the buyer the same protection as the note. It's money that hasn't been paid yet, so if a problem from before the sale shows up, it can come out of there.

06   Keeping a piece

Some sellers keep a share of the business after the sale. You get most of the price now and a second payout when the business is sold again or when the buyer buys you out later.

It works when you trust the buyer, want to stay involved, and think the business has room to grow. It doesn't work when you want out. Know which one you are.

07   What's included

Cash in the bank, money customers owe you, deposits customers have paid you, inventory, trucks, the shop. Every deal has to say which of these go with the business and which stay with you.

The usual answer: the buyer gets what the business needs to run on Monday — enough receivables and inventory to keep going — and you keep the extra cash. But "usual" gets argued about more than anything else in a deal. Settle it early, in the offer letter, not at closing.

08   The building

If you own it, you have three choices. Sell it with the business. Keep it and lease it to the new owner. Keep it and sell it separately later.

Buyers prefer different things. Talk it through as part of the deal, not after.

09   The non-compete

Every buyer will ask you not to start a competing business or take the customers for a period after the sale. It protects what the buyer just paid for. If you're not planning to come back, it costs you nothing.

10   Start the conversation

None of this gets decided on your own. A good buyer will walk through the pieces with you — what the bank will do, what a note looks like, what to do with the building — and show you what you'd actually keep under each version. That conversation tells you more about the buyer than the number does.

	LET'S TALK

If you're thinking about selling, this year or in five, call us or send an email. We'll walk through your business with you and tell you what we see. No cost, no obligation, and everything stays confidential.

(203) 517-4631   ·   info@soundworthservices.com   ·   soundworthservices.com
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